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I. Introduction.

On September 22, 2010, this Court entered its Order (the “Receiver Order”) appointing
John S. Young Jr., LLC (the “Receiver”), to serve as Receiver for the Jefferson County Sewer
System (the “System,” as defined in the Receiver Order). The Receiver was appointed amidst
and as a result of the County’s default on its obligations under the Trust Indenture and
Supplemental Indentures entered into between 1997 and 2003 (the “Indenture”). This Court
found that the County had “failed to operate the Sewer System in an economical, efficient and
proper manner, and the public interest and the ends of justice will be best served by the
appointment of a receiver.”

The Receiver’s duty is to “effectively administer, operate, and protect the System.”> As
such, the Receiver is not the representative or advocate of the County or its various creditor
groups, but is instead an independent entity charged with the obligation to serve the interests of
the System, the public, and this Court. Towards this end, this Court has bestowed upon the
Receiver the full right and authority to perform any act the Receiver, in its independent business
judgment, reasonably believes ought to be done or performed for the efficient administration,
operation, and protection of the System.’

Among the specific powers granted the Receiver by the Court is the sole “power to fix
and charge rates and to collect revenues sufficient to provide for the payment” of all System
obligations and the expenses of operating and maintaining the System.* The Court’s goal in
appointing the Receiver was to “stabilize the System finances and . . . implement significant
operational improvements and efficiencies that will generate more System Revenues and more
Net Revenues Available for Debt Service than [the County has] previously produced.”® The
Court has granted the Receiver full power and authority to administer and operate the System, in
a manner consistent with state and federal law.®

Prior to appointment of the Receiver, John S. Young, Jr. (the sole member and chief
executive officer of the Receiver), served as one of two special masters appointed in connection
with federal court litigation’ arising out of the County’s default under the Indenture. The
February 10, 2009 Report of the Special Masters (the “Special Masters Report”), filed with the
federal court, provided an evaluation of the legal, economic, business, infrastructure, and capital
improvement issues facing the System. Since being appointed, the Receiver has devoted
significant time to expanding and revising the analysis and research contained in the Special
Masters Report in order to formulate both interim and long term operational and financial
strategies for the System.

! Receiver Order at 6, 9 17.
2Id at8,91.

*Id. at8,93.
‘m.

SId. at 6,9 18.

$Id at 8,92.

" Bank of New York Mellon, et al. v. Jefferson County, Alabama, United States District Court for the Northern
District of Alabama, Civil Action No. CV-08-P-1703-RDP (herein, the “Federal Action™).

1
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All of the Receiver’s actions are guided by a single overriding goal: the
establishment of a viable, sustainable, efficient utility serving the needs of the public. The
Receiver has developed short, medium and long-range business plans for the System designed to
accomplish this goal. A foundational requirement for any solid business plan is the need to
generate sufficient revenues to pay the costs of operations, maintenance, and capital investment
and to meet the financial obligations of the business. Towards that end, the Receiver has
analyzed the revenues currently generated by the System.

However, before considering the need for any additional revenue increases, the Receiver
undertook a comprehensive review of the internal operations of the Jefferson County
Environmental Services Department (the “ESD”),® both to determine where additional
efficiencies could be achieved, and to identify areas where additional actions may be needed for
proper financial, administrative, and operational performance consistent with industry best
practices.  Following this comprehensive operational review, the Receiver created and
implemented plans to achieve the desired efficiencies and best practices.

The Receiver also directed and oversaw the preparation of long term operations and
maintenance and capital investment plans and budgets to assess the level of future revenues that
will be required to meet the System’s obligations. The Receiver has also devoted significant
time to working with the County and its various creditors groups in analyzing potential solutions
to the System’s debt crisis.

This interim report is intended to provide a working background of the System and the
events that led to the debt crisis and the Receiver’s appointment, update the Court and the public
on the Receiver’s activities since appointment, and outline the Receiver’s interim and long term
future plans for the System. This report is organized as follows:

e Section II provides important context for the information within this report by
summarizing the history of the System, the factual and legal background leading up to the
County’s default, the System’s current debt crisis, and the Receiver’s appointment.

e Section III provides an overview of the Receiver’s activities since appointment.

e Section IV contains the Receiver’s interim findings as to the System’s current and future
revenues and expenses.

e Section V describes the Receiver’s planned interim rate increase.

e Section VI contains a description of the new rate structure introduced as part of the
interim rate increase.

e Section VII contains a description of the low-income assistance plan the Receiver
intends to implement.

8 The ESD is the County department charged with operation and maintenance of the System. However, the ESD is
not a separate legal entity apart from the County.

2
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e Section VIII contains the Receiver’s long term recommendations and a discussion of
suggestions and options for a permanent solution to the current debt crisis and problems

now facing the System.
IL. Background.
A. Description of the Jefferson County Sewer System.

When the Jefferson County Sewer System was first established in 1901, it originally
served only a small area in the core of the City of Birmingham. Since that time, the System has
expanded to serve most of the metropolitan Birmingham area and several surrounding suburbs.
The County’s wastewater collection and treatment system is currently comprised of
approximately 3,137 miles of sanitary sewer lines, 174 pump stations, an estimated 80,196
manholes, and nine wastewater treatment plants. The System serves approximately 478,000
people (through approximately 144,000 active accounts) in twenty-three different municipalities
located in Jefferson County, unincorporated Jefferson County, and small areas of Shelby and St.
Clair Counties. The approximate System service area is shown on the map below:
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